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At	 the	 time	 of	writing,	 in	many	 countries	 the	 corona	 virus	 has	 not	 reached	 its	

















































U.S.	unemployment	claims	 surged	 by	 over	 three	 million	 for	 the	 week	 ending	
March	 21	 2020	 to	 3.283	million,	 a	 record,	 according	 the	Department	 of	 Labor	
(DOL).	 It	 is	 the	 first	 official	 reckoning	 of	 the	 devastating	 toll	
the	coronavirus	pandemic	 is	 having	 on	 the	 labour	 market.1 “This	 marks	 the	
highest	level	of	seasonally	adjusted	initial	claims	in	the	history	of	the	seasonally	
adjusted	 series,”	 the	 DOL	 said	 in	 its	 weekly	 report	 of	 claims	 by	 state.	 The	
previous	high	was	695,000	in	October	of	1982.	However,	the	latest	data	for	the	
week	 ending	 March	 28	 2020	 show	 that	 unemployment	 claims	 exceeded	 the	
previous	week	by	a	large	margin.	Another	6.6	million	workers	made	a	claim.2		
	
One	 cannot	 predict	 with	 any	 certainty	whether	 U.S.	 unemployment	 levels	 will	
reach	30	million	individuals.	By	October	2009,	the	total	number	of	unemployed	




The	 impact	 on	 the	 U.S.	 economy	 will	 be	 felt	 in	 a	 number	 of	 ways.	 The	 first	
element	 is	 linked	to	the	household	disposable	 income	levels,	not	only	 for	those	
made	 redundant	 but	 also	 for	 those,	 for	 instance	 self-employed,	 who	 see	 their	






and	 weeks	 becomes	 more	 essential.	 This	 will	 have	 great	 repercussions	 on	
interest	and	principal	payments	on	outstanding	financial	obligations.	The	latter	
may	be	 student	 loans,	 car	 loans,	mortgages	 and/or	 overdrafts.	 The	 obligations	
will	 weigh	 heavily	 on	 many	 households’	 incomes.	 Notwithstanding	 temporary	
help	 from	 the	 U.S.$	 2.2	 trillion	 rescue	 package,	 many	 households	 will	 find	 it	
increasingly	hard	to	service	their	debt	levels.	If	they	still	continue	to	service	their	























the	 banking	world	works.	 If	 an	 individual	 or	 a	 household	wants	 to	 buy	 a	 first	
home	–in	contrast	to	some	practices	preceding	the	2007-2009	financial	crisis-	at	
least	a	10%	down	payment	needs	to	be	made	in	order	to	obtain	a	90%	mortgage.	
The	mortgage	amount	acceptable	 to	a	bank	 is	 linked	to	 the	 income	 level	of	 the	
(family)	household.	The	bank	will	furthermore	require	that	the	loan	be	linked	to	
the	property	acquired.	 In	case	 the	customer	defaults	on	 the	 loan,	 the	banks	do	







What	 these	 monthly	 payments	 do	 is	 to	 pay	 for	 the	 borrowing	 costs	 of	 the	
mortgage	 loan.	 Such	costs	have	an	 interest	 and	a	 savings	element.	The	 savings	
element	 is	 the	 equity	 base	 owned	 by	 the	 household.	 This	 equity	 element	
gradually	 grows	 from	 the	 10%	 down	 payment	 to	 100%	 after	 30	 years	 if	 all	
payments	were	made	on	time.		
	
In	 the	 run	 up	 to	 the	 2007-2009	 financial	 crisis,	 especially	 after	 2004,	 some	
mortgage	loans	were	granted	on	basis	of	100%	of	the	purchase	price	of	a	home;	
sometimes	 mortgage	 loans	 were	 offered	 at	 below	 market	 interest	 rates.	 Also	
speculators	bought	several	homes	in	the	expectation	that	the	rents	could	pay	for	
their	mortgage	obligations.	Add	on	top	that	such	mortgages	were	sliced	and	split	
into	 mortgage	 backed	 securities	 and	 sold	 on	 to	 the	 general	 public	 and	 the	






since	 homeownership	 rates	 peaked	 in	 the	 second	 quarter	 of	 2004,	 there	 have	
been	approximately	7.7	million	homes	lost	to	foreclosure.4		Using	the	Fed	data	on	













million	 homes.	 Repossessions	 over	 the	 years	 2004-2014	 counted	 for	






In	Q1	2007	 the	median	house	price	sold	was	U.S.$	257,400	6.	 It	 took	 five	years	
before	the	nominal	median	house	price	sold	exceeded	the	2007	level.	In	Q1	2013	
the	median	house	price	 sold	did	 finally	overtake	 the	Q1	2007	price	by	 a	 small	
margin.	The	figure	was	U.S.$	258,400.		
	
One	 potential	 conclusion	 is	 that	 the	 forced	 sales	 of	 some	 10%	 of	 the	 housing	
stock	 over	 this	 period	 substantially	 extended	 the	 length	 of	 the	 financial	 crisis.	
The	benefits	to	the	banks	or	other	holders	of	mortgage	backed	securities	did	not	
square	well	with	the	losses	made	by	the	owner-occupiers.	In	the	next	chapter	an	













investors	 or	 as	 risk	 partners	 in	 the	 home.	 They	will	 only	 accept	 a	 client	 if	 the	
client	is	willing	to	borrow	the	funds	from	the	bank.	An	asset	is	converted	into	a	
liability	 and	 the	 households’	 own	 equity	 is	 reduced	 by	 the	 current	 and	 future	
liability.	There	is	no	sale	of	a	share	in	the	home	or	a	bank	cash	payment	for	such	
share;	only	a	conversion	from	an	asset	 into	a	 liability.	A	liability	reduces	future	
income	 flows	 by	 the	 principal	 and	 interest	 to	 be	 repaid.	 For	 households	 who	















U.S.	 households	 have	 collectively	 built	 up	 a	 fantastic	 equity	 base	 of	 U.S.$23	
trillion	in	their	homes.7			The	value	of	the	U.S	housing	stock	was	U.S.$	33.6	trillion	
in	February	this	year	according	to	the	World	Property	Journal.		With	a	collective	






What	 is	 indisputable	 is	 that	 the	 net	 worth	 locked	 up	 in	 U.S.	 homes	 is	 very	
















Home	 equity	 represents	 past	 savings.	Whether	 one	 saves	 in	 a	 bank,	 in	 stocks,	
shares	or	bonds,	none	of	these	savings,	if	used,	lead	to	more	debt.	Why	is	it	that	
banks	 feel	 that	home	equity	 release	needs	borrowings?	 Is	 it,	 just	because	 their	






has	 a	 specific	 aim:	 to	 provide	 an	 income	 during	 the	 retirement	 years.	 Pension	
















In	 a	 previous	 paper	 by	 this	 author9:	 “How	home	 equity	 can	 be	 used	 to	 fight	 a	
recession.	 A	 U.S.	 case	 study”,	 it	 was	 explained	 that	 the	 first	 priority	 can	 be	 to	
change	the	cash	withdrawal	mechanism	from	turning	part	home	equity	into	cash.		
	
The	 second	 priority	 can	 be	 that	 income	 levels	 could	 determine	 the	 level	 of	
savings	to	be	converted	into	home	equity.	In	the	HERM	method,	 lower	incomes	
would	 lead	 to	 lower	 home-related	 payments.	However	 one	would	 still	 apply	 a	
fixed	 percentage	 of	 	 home-related	 payments	 out	 of	 the	 variable	 income	 levels.	




The	 first	priority	 is	 to	change	 the	cash	withdrawal	mechanism.	 If	an	 individual	
household	decides	that	there	is	more	than	10%	of	equity	in	the	property	-owned	
and	 occupied	 by	 the	 household-	 and	 the	 household	 requires	 some	 cash,	 for	
instance	 in	 the	current	environment	of	a	 temporary	 loss	of	 income,	 then	 in	 the	
current	circumstances	the	only	option	is	to	take	out	a	financial	sector	loan.	In	no	
other	 financial	 transaction,	 like	 selling	 shares	 or	 bonds	 or	 cars	 or	 other	













banks	 is	 that	 self-preservation	 has	 the	 priority.	 They	will	 do	what	 is	 good	 for	
their	 shareholders	 but	 this	 may	 be	 unsuitable	 for	 the	 macro	 economic	
developments.	For	instance	banks	cannot	cope	with	monthly	payments	based	on	
declining	 income	 levels.	 However	 such	 a	 payments	 structure	 provides	
households	with	a	relatively	higher	level	of	spending	power	on	consumer	goods,	
when	 economic	 growth	 levels	 are	 in	 decline.	 Secondly	 banks	 do	 not	 buy	 part	












market	price	 risks.	They	prefer	 to	 relate	 a	home	 	 loan	payment	 just	 to	 income	




In	 conclusion	 system	 changes	 are	 needed	 to	 bring	 bank	 customer	 interests	 in	





















been	 reached	 it	 can	 slow	 down	 or	 even	 close	 the	 window	 again.	 Rather	 than	
expanding	 government	 expenditure	 levels,	 the	 request	 to	 obtain	 the	 HERM	
facility	is	made	by	private	households.	The	latter	are	only	likely	to	do	so	if	they	
are	 in	need	of	 immediate	cash	 for	current	expenditure.	Private	households	will	
facilitate	 the	boost	 to	an	economy,	 rather	 than	 the	government	doing	 so.	As	of	
December	2019	private	consumption	 in	 the	U.S.	 contributed	 for	69%	to	GDP.11	
HERM	 represents	 a	 move	 away	 from	 Keynesian	 economics,	 whereby	 the	
government	 takes	 the	 initiative	 to	stimulate	an	economy.	 In	 the	HERM	concept	























securities.	This	method	 changed	 the	ownership	of	 such	 securities	 from	private	
hands	 into	 public	 ownership.	 What	 matters	 is	 what	 the	 individuals	 or	
institutions	who	owned	such	securities	before	would	do	with	the	cash	received.	
Most	of	these	holders	were	or	are	already	cash	rich,	so	their	incentive	to	spend	
the	 money	 received	 on	 consumption	 will	 be	 less	 than	 the	 one	 by	 a	 group	 of	
homeowners,	who	often	have	no	other	 savings	 than	 their	 home	equity.	 This	 is	






government	 The	 Federal	 Reserve	 creates	 the	 money.	 The	 benefit	 to	 the	
government	is	indirect.	HERM	will	cause	sales	and	income	taxes	to	go	up	as	part	




Under	 the	 HERM	 scheme,	 a	 sale	 and	 buy-back	 arrangement	 for	 part	 units	 of	
homes	can	be	done	at	0%	interest	rates.	This	helps	the	U.S.	economy	to	grow	and	
pay	 more	 taxes.	 The	 latter	 will	 help	 the	 U.S.	 government	 to	 reduce	 faster	 its	





There	 is	 one	operational	 element	 to	be	 considered.	 Just	 funding	 the	 share	of	 a	
home	 to	be	purchased	by	 the	MDSF	will	 leave	 the	 rest	of	 the	mortgage	 loan	 in	
limbo.	 It	 would	 therefore	 be	 necessary	 to	 bring	 the	 whole	 remainder	 of	 the	
outstanding	mortgage	loan	over	from	the	existing	lender	concerned	to	the	MDSF.	
In	 the	U.S.	a	number	of	State	Sponsored	 financial	 institutions,	 like	Freddie	Mac	




























own	 equity	 and	 10%	 government	 grant.	 Such	 help	 could	 be	 considered	 in	 the	
light	of	fighting	future	recessions,	when	part	ownership	transfers	of	homes	could	
help	 save	 the	 U.S.	 economy	 from	 a	 severe	 downturn.	 This	 help	 should	
particularly	apply	to	lower	and	middle-income	families.	
	
In	 the	 quoted	 paper,	 the	 long	 drawn	 out	 cycles	 were	 described	 between	 high	
levels	of	home	ownership	and	high	levels	of	tenants.		The	latest	data	suggest	that	
there	 are	 still	 over	 45	 million	 households	 renting	 a	 home.	 These	 households	
represent	about	112	million	Americans	who	do	not	share	in	the	savings	built	into	
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